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REVIEWS AND NOTES. 



NOTE ON A CERTAIN USE OF FINANCIAL STATISTICS. 

In the Quarterly Publications for September, 1914, p. 236, Professor 
Nearing has an interesting article, entitled "Service Income and Property 
Income," which makes use of various statistical reports, especially those 
of railroad and other public-service commissions. In addition to being 
interested in the subject, my attention was naturally attracted to the use 
made of data from reports of the New York Public Service Commission 
for the First District, with which my position makes me familiar. The 
following remarks relate primarily to this point. 

On page 248 "a total compensation of $28,632,580, and a total payment 
of interest and dividends of $12,204,640" for the street railways of the 
district in question, which is substantially New York City, are cited for 
1911, the reference being to Vol. II, p. 133 and p. 327 (instead of, as in- 
correctly printed, to pp. 133-326). Text Table 37, which is on page 133, 
consists of the totals for two years of the general table showing income (and 
surplus) statements for street railways. This is Table XVI, A, and in the 
1911 volume is at page 390. The other reference is direct to general Table 
XII, C. 

Rounded to thousands of dollars, income deductions and dividends of the 
operating street railways of New York City for 1911 were as follows: 

Thousands of dollars. 

Interest on funded debt 7,828 

Other interest 2,579 

Rent of road and equipment 12,242 

Other rent 1,127 

Other deductions 416 

Total deductions from gross income $24,192 

Net corporate income $10,171 

Dividends $4,376 

Professor Nearing's "property income" is the sum of the first and last 
items. But, on the face of the data, why is not substantially all the $24,- 
192,000 of income deductions, as well as the dividends, counted as "property 
income"? The small qualification theoretically necessary on account of 
the inclusion of non-operating income and income from outside operations 
should have the same sort of effect upon dividends as upon net income. In 
fact the essential distinction between revenue deductions and income de- 
ductions is that the latter are payments for the use of property, while 
operating expenses consist of costs for materials and services currently 
consumed and of charges for maintenance of the fixed investment. It is 



103] Reviews and Notes. 591 

true that what is cost to the company is not necessarily return to the in- 
vestor. As appears from the footnotes to the items in Table XVI, A, 
"Other deductions" consist almost entirely of sinking-fund payments and 
amortization of debt discount and expense. We may therefore throw out 
this item. Rents, however, are payments for the use of property. Doubt- 
less a considerable maintenance element is included in "Other rent charges." 
But "Rent of road and equipment" is, as Professor Nearing could easily 
have ascertained, composed almost entirely of dividends and interest upon 
outstanding securities of lessor street-railway companies. In division B 
of Table XVI, at page 394, these details are set forth. The lessors of the 
Interborough Rapid Transit show $3,399,000 interest on funded debt and 
$4,200,000 dividends, $7,599,000 being thus accounted for out of the 
$8,106,000 paid by the Interborough. Lessees of the various B. R. T. 
companies show $454,000 interest on funded debt and $971,000 dividends, 
or $1,425,000, out of $2,313,000 to be accounted for. Interest on funded 
debt shown by lessees of the predecessor of the New York Railways was 
$554,000 and dividends $1,410,000, or $1,964,000 in all, that is, more, than 
sufficient to account for the $1,810,000 distributed by the company in 
question, the difference being explicable by the different bases of credit and 
debit accruals as between lessors and the bankrupt lessee. Thus, Professor 
Nearing's property-income item should be increased by $10,988,000, or 
nearly doubled. 

In view of the well-known tendency on the part of railroads to obtain 
capital through note issues, some of the "Other interest" items are also 
certainly worthy of examination. The facts may be ascertained by refer- 
ence to the abstracts of the companies' individual returns contained in 
Part III of the volume in question.* Substantially all the $1,596,000 thus 
charged by Brooklyn Rapid Transit companies is interest paid to the hold- 
ing company which finances the requirements of its controlled street rail- 
ways by means of demand notes. These are pledged as security for the 
mortgage indebtedness of the holding company. Altogether Professor 
Nearing's error of method is by no means insignificant in its effect on his 
statistics. His property income figure should be at least doubled. 

The $28,633,000 for wages and salaries is not open to similar criticism. 
In this case lessor companies do not complicate matters. However, the 
amount includes wages charged to fixed capital and to that extent is not a 
regular annual charge. For this reason the ratio of "service income" to 
"property income" might better be determined by the study of a series 
of years. 

The same remark applies to dividends. Even funded-debt interest was 
in an abnormal condition in New York City in 1911, when all the great 
surface roads of Manhattan and The Bronx were in the hands of receivers. 
This group of surface roads paid $1,080,393 in funded-debt interest in 1911, 
before the reorganization of the Metropolitan and Third Avenue railways, 
and $4,484,008 in 1913, after the reorganization. None of these companies 
paid dividends in either year. 

* Pages 471, 482, 490, 523, 614, 675, and 690. 
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Professor Nearing also cites (on p. 249) data from vol. Ill of the 1911 
Annual Report of the Public Service Commission for the First District. 
His reference is merely, in too large a way, to the volume as a whole. The 
two classes of income in question are stated for "gas companies," for the 
"electric companies," then for "companies operating both gas and elec- 
tric franchises." For the last described group the figures given are: 
Total compensation, $16,850,676; total of interest and dividends, 
$19,443, 164. These totals are somewhat larger than the sums of the figures 
previously cited. The difference may be accounted for by the three small 
gas-electrical companies. Reference to Table XXXVII at page 328 
serves to verify the (funded-debt) interest and dividends, as stated for 
gas companies and for electrical companies separately. The combined 
figure, however, is peculiar in a way that will be explained shortly. The 
sub-group figures for compensation are similarly verifiable by reference to 
Table XXXI at page 262, except that the Flatbush Gas figure has not been 
deducted to obtain the "gas companies" figure and has been deducted to 
obtain the "electric companies" figure. Apparently the name of this 
company was allowed to mislead the compiler as to the fact of its being a 
gas-electrical company, though the evidence that it is such should have 
reached his consciousness through his use of data close at hand. The 
figure of' total compensation is identifiable except for what is evidently 
an error of $1,000,000 in addition, transcription, or typography; that is, 
the total compensation to employees in the district, paid by gas, electrical, 
and gas-electrical companies appears in Table XXXI as $15,850,676. 
In addition to this, however, the Consolidated Telegraph and Electrical 
Subway, a conduit company, paid out $946,206 in compensation; and the 
Empire City Subway Company, $327,658.* The $1,000,000 mentioned 
above might have been intended to allow for wages paid by these conduit 
companies, most, but not all, of whose property is used by the electrical 
companies. But in that case one would expect the final figure also to be 
rounded, and verification of the process of obtaining it should have been 
facilitated by adequate references. 

The $19,443,164 cited by Professor Nearing as interest and dividends 
appears to have been obtained by adding to the figures for gas companies 
and for electrical companies combined, the similar figures for gas-electrical 
companies, that is, funded-debt interest and dividends, and then — instead 
of stopping at this point as all his other corresponding figures do — further 
adding "Other interest," not merely for operating fighting companies, but 
the gross total of Table XXXVII, inclusive of electrical subway and non- 
operating companies. This procedure is unexplained and is, indeed, 
hardly explicable . Because of the interest of the question as to what kind of 
figures should have been taken for the purpose in hand, the figures of Table 
XXXVII are presented below on three possible bases (all amounts being 
in thousands of dollars) : 

* Cf . pp. 421 and 435 of the Report, Vol. III. 
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Operating, 

Except All All Companies, 

Conduit, Operating Operating and 

Companies Companies Non-operating 

Interest on funded debt $4,851 $5,461 $5,690 

Other interest 2,642 3,309 3,325 

Rent for lease of gas or electric 

plant 1,632 1,632 1,632 

Other rent 1,623 1,623 1,623 

Other contractual deductions . . 12 12 12 
Amortization of debt discount 

and expense 55 55 58 

Total deductions $10,815 $12,092 $12,340 

Net corporate income $22,715 $23,131 $24,113 

Dividends $11,267 $11,542 $12,342 



It is impossible to obtain $19,443,000 by any combination of interest and 
dividends here shown, either according to the method of Professor Nearing's 
street-railway total or otherwise. It is also of fundamental importance 
that the figures above tabulated are for a group of companies largely asso- 
ciated with one another, with resulting inter-company payments of divi- 
dends, etc. In particular, the Consolidated Gas Company, in addition 
to being an operating company, is well known to be one of the most im- 
portant holding companies in the country. The electrical subway or con- 
duit companies have been already mentioned as deriving their income 
almost entirely from the revenues of the electrical companies. This is 
only more completely true of the non-operating companies. Hence the 
first column of figures in the above summary is, of the three, least subject 
to qualification on this account. The total of interest (on funded debt) 
and dividends obtained from it is $16,118,000. 

But the Consolidated Gas Company had $5,731,000 of "Other income," 
not derived from gas operations, from which to pay dividends, and the 
New York Edison Company had similar income of $1,081,000. Consoli- 
dated system (incl. N. Y. Edison Co.) duplications are not to any appre- 
ciable extent due to leases of gas or electrical plants, hence the duplication 
cannot be eliminated by dealing with operating companies only and includ- 
ing as return on property rent paid to lessors, as is possible in the case of 
the street railways. But in fact the $1,632,000, "Rent for lease of gas or 
electric plant," in question is properly to be added to the operating-company 
interest and dividends because chiefly payable by the Edison Electric Illu- 
minating (Brooklyn) to its lessor, as is explained in a footnote. This raises 
the $16,118,000 to $17,750,000, but without the Consolidated system 
duplications having been attended to. Because of this element in the sit- 
uation it is impossible to get a satisfactory figure of the character sought 
without a detailed analysis of the income accounts of the various asso- 
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dated companies. This is too large a task to undertake casually, and the 
data printed in the report are probably not sufficient to permit of its com- 
plete accomplishment. But it happens that something of the sort was at- 
tempted with the previous year's figures and the results appear in the 1910 
Report, vol. IV, p. 97 ff . The Comparative Summary of Financial Data 
for 1910, unlike its successors, carries the process of deduction for dupli- 
cations through the entire income and surplus accounts. Significant data 
therefrom are as follows:* 

1909. 1910. 

Interest payable accrued on funded f Gross, $6,738,675 $6,723,034 

debt (Net, 5,650,625 5,572,806 

_..,,., J Gross, 9,480,231 10,663,751 

Dividends paid < ^ M18j833 7 ,293,527 

| Gross, 16,218,906 17,386,785 
Combined j ^ 12,069,458 12,866,333 

In these figures both subway and non-operating companies are included- 
The ratios of net to gross are as follows: 1909, funded-debt interest 83.85 
per cent, and dividends 67.71 per cent.; 1910, funded-debt interest 82.89 
per cent, and dividends 68.40 per cent. These per cents are nearly enough 
constant so that we may estimate the net figures for 1911 as 68 per cent, of 
gross dividends and 83 per cent, of gross funded-debt interest. This 
gives $8,393,000 dividends and $4,723,000 interest. To these should be 
added "Rent for lease of gas or electrical plant," $1,632,600, about half of 
the "Other interest," or another $1,600,000 and, finally, most of the "Other 
rent," paid to the subway companies, amounting to about $1,500,000. 
Altogether these amount to $17,850,000. That Professor Nearing's figure 
is only about $1,600,000 away from this figure is a mere accident. 

Professor Nearing has touched a subject of great practical importance 
as well as of great statistical interest and difficulty. In order to do justice 
to both these viewpoints, however, it would seem to be necessary to treat 
the subject in a much broader way than he does. Broadly conceived, 
the problem is to determine what are the typical operating and financial 
ratios for each of the various branches of business. This is a matter of 
financial or accounting statistics. Data are as yet rather limited, though 
the exercise of the powers of the new federal trade commission should in 
time fill many of the gaps. But it is with Professor Nearing's procedure, 
not with his data, that fault must be found. The mere extraction from 
statistical reports of figures showing dividends and funded-debt interest 
paid in a particular year will not give a correct idea of return to property. 
A broader view of the disposition of revenues as a whole is necessary as 
a check upon, or qualification of, figures so obtained. In the volume of 
street-railway statistics cited by him, that is, in Table XV, F, for 1911, t 
Professor Nearing will find certain ratios presented, which show, among 

* Page 100 of Vol. IV of the Commission's Annual Report for 1910. 

t Page 388. Similar distributive ratios for gas and electricity can be found in the Vol. III. above 
referred to. 
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other things, that the operating street railways in that year paid (or ac- 
crued) for interest deductions an amount equal to 12.43 per cent, of their 
revenues; for rent deductions, 15.96 per cent.; and carried to the surplus 
account 12.14 per cent. Taxes accounted for 6.56 per cent, and operating 
expenses, for 54.92 per cent, of revenues. Other deductions took 0.50 
per cent. The total of these items adds to more than 100 per cent, because 
the companies derived a net amount from other than street-railway opera- 
tions equal to 2.51 per cent, of operating revenues. The extent to which 
compensation to officers and employees accounts for the 55 per cent, opera- 
ting ratio is not shown in this table, because the classification of operating 
expenses does not keep such charges separate, though such procedure would 
certainly be highly desirable from a statistical viewpoint. The ratios stop 
with the surplus for the year, as does the income account. Theoretically 
this is practically all available for dividends. An intensive study of 
Professor Nearing's problem would have to consider just how far this 
view needs to be qualified in the long run. If a surplus is accumulated 
from undivided profits, is the property income less merely because profits 
are saved and reinvested by the corporation instead of being paid out to 
the stockholder, perhaps by him to be saved and reinvested? There 
is also the question as to whether depreciation has been adequately pro- 
vided for before the figure of net income for the year is obtained. 
Still there remains the pervasive and evasive matter of intercorporate 
relations and their effects upon totals. 

A statistical study of the sort Professor Nearing has undertaken requires 
careful attention to the economic and accounting relations that underlie 
the figures used. It is for lack of care in these respects, even more than 
for his too hasty use of sources that he is to be criticized. 

G. P. Watkins. 

New York City. 



WHY DISTRIBUTIVE PERCENTAGES AS PUBLISHED IN THE 

REPORTS OF THE BUREAU OF THE CENSUS DO NOT 

INVARIABLY ADD TO 100. 

In an article contributed to the December issue of the Quarterly Publi- 
cations, the Bureau of the Census is stigmatized as guilty of "careessness" 
or "slovenliness" because of the fact that in the reports of that Bureau, 
distributive or constituent percentages do not always add to 100.0. The 
Bureau was well aware of this fact. It results from a deliberate policy 
which it seems necessary to explain now that it has been made the subject 
of public criticism, even though the explanation is a matter of very elemen- 
tary mathematics. Persons interested in the question may then judge 
for themselves whether the practice of the Bureau is right or wrong. 

In Census work, percentages are expressed with decimal remainders 
carried out to one place. Thus the percentage which 125 is of 1000 would 



